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Brief Description:  Providing tax incentives for clean and alternative fuel vehicles.

Sponsors:  Senators Schmidt, Esser, Finkbeiner and Benson.

Brief Summary of Bill

• Provides a two-year exemption from sales and use taxes on purchases of passenger cars
and trucks that run on natural gas, propane, electricity, or hydrogen, or on hybrid
technology, beginning January 1, 2009.

Hearing Date:  4/21/05

Staff:  Mark Matteson (786-7145).

Background:

Retail sales and use tax.  The retail sales tax applies to the selling price of tangible personal
property and of certain services purchased at retail.  The tax is levied at a 6.5 percent rate by the
state.  Cities and counties may levy a local tax at a rate up to a maximum of 3.1 percent.
Currently, local rates levied range from 0.5 percent to 2.4 percent.  Sales tax is paid by the
purchaser and collected by the seller.

The use tax is imposed on taxable items and services used in the state that were not subject to the
retail sales tax, and includes purchases made in other states and purchases from sellers who do not
collect Washington sales tax.  The state and local rates are the same as those imposed under the
retail sales tax.  Use tax is paid directly to the Department of Revenue.

All items or services sold or acquired at retail are subject to the retail sales and use taxes unless
specifically exempted otherwise.  Tax is due at the time of sale or first use within the state.

Alternative Fuel Vehicles. Alternate fuel vehicles operate with fuels other than petroleum-based
gasoline and diesel.  According to the United States Department of Energy, models currently
available for consumers to purchase include cars that run on natural gas, liquefied petroleum gas
or propane, electricity, and ethanol or E85 (a mixture of 85 percent ethanol and 15 percent
gasoline).  Each of these alternative fuels results in a reduction of tailpipe emissions.  The U.S.
Department of Energy's Alternative Fuel Data Center (AFDC) reports that six automobile
manufacturers offer for sale in the United States 26 vehicle models in model year 2005 that are
capable of running on alternative fuels.  These models include compact cars, sedans, vans, sports
utility vehicles, and pickup trucks.
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Another categorization of fuel efficient vehicles that the U.S. Department of Energy uses is
advanced technology vehicles (ATVs). These vehicles use technology other than a straight
internal combustion engine. Most ATVs employ some type of battery electric technology. Hybrid
electric vehicles (HEVs) are one type of ATV, and typically combine the internal combustion
engine of a conventional vehicle with the battery and electric motor of an electric vehicle.  The
AFDC indicates that there are seven HEVs in model year 2005 offered for sale.

California Emissions Standards.  Under the federal Clean Air Act, the states have the option to
implement either federal motor vehicle emission standards or California motor vehicle emissions
standards for passenger cars, light duty trucks and medium duty passenger vehicles.  The
Washington State Clean Air Act amendments passed in 1991 require engine manufacturers to
conform with the exhaust emission standards of the federal Environmental Protection Agency
(EPA).  They also prohibit the Department of Ecology (DOE) from adopting the California
vehicle emissions standards unless authorized by the Legislature.

In the 2005 session, legislation was introduced that would require the Washington DOE to adopt
the California vehicle emission standards.  The legislation would apply the standards to vehicles
beginning with model year no later than 2010.

Summary of Bill:

Two-year tax exemptions are created for new motor vehicles that use certain alternative fuels or
hybrid technology, beginning January 1, 2009.  The sale or use of a new passenger car, light duty
truck, or medium duty passenger vehicle is exempt if:

1. The vehicle is exclusively powered by natural gas, propane, hydrogen, or electricity, and the
vehicle meets California motor vehicle emission standards effective January 1, 2005, as
adopted by the Washington Department of Ecology; or

2. The vehicle utilizes hybrid technology and has a United States Environmental Protection
Agency estimated highway gasoline mileage rating of at least forty miles per gallon.

The bill takes effect only if the Legislature adopts legislation requiring the Washington DOE to
adopt the California motor vehicle emissions standards.

Appropriation:  None.

Fiscal Note:  Available.

Effective Date:  The bill takes effect on January 1, 2009.
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